
Why Private Equity is the Ultimate Asset
Class: The Wiley Finance Series
Private equity: the secretive, powerful, and highly lucrative asset class that has
been making headlines for decades. Investors, entrepreneurs, and financial
experts all strive to understand and harness the potential of this unique
investment vehicle. In The Wiley Finance Series, we delve deep into the world of
private equity to uncover its intricacies, opportunities, and risks.

What is Private Equity?

Private equity is an alternative investment class that involves investing in
privately-held companies that are not traded on public stock exchanges. Unlike
public companies, which have a large number of shareholders, private equity
firms acquire a controlling interest in the companies they invest in. This allows
them to actively manage and influence the company's operations and strategic
decisions.

Private equity investments can take various forms, such as leveraged buyouts
(LBOs), growth capital, and venture capital. LBOs involve acquiring a company
using a significant amount of borrowed money, which is typically repaid using the
target company's cash flow or through a sale or IPO. Growth capital investments
are made in established companies to help them fund expansion plans or make
strategic acquisitions. On the other hand, venture capital investments are made in
early-stage companies with high growth potential.
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The Power of Private Equity

Private equity has become increasingly popular among investors due to its
potential for high returns. According to a study conducted by the American
Investment Council, private equity investments have consistently outperformed
other asset classes over the long-term, delivering an average annual return of
nearly 13% since 2000.

This outperformance can be attributed to several factors. Firstly, private equity
investors have the opportunity to leverage their deep industry expertise and
operational insights to drive value creation in their portfolio companies. They can
actively engage with the management team to implement strategic initiatives,
improve operational efficiency, and drive organic growth.

Secondly, private equity investments provide access to a wide range of
investment opportunities across various sectors and geographies. Unlike public
markets, where investors are limited to investing in publicly-traded companies,
private equity offers exposure to fast-growing startups, established businesses
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with strong growth potential, and distressed companies with the potential for
turnaround.

Furthermore, private equity provides an opportunity for diversification. By
investing in a diverse portfolio of companies, private equity investors can spread
their risk and potentially reduce their exposure to market volatility. This
diversification can also help investors capture upside potential in different sectors
and geographies.

The Risks and Challenges

While private equity offers attractive returns, it is important to recognize the risks
and challenges associated with this asset class. One significant risk is the
illiquidity of investments. Unlike public stocks, which can be bought and sold on a
daily basis, private equity investments are typically held for several years. This
illiquidity means that investors may not be able to access their capital when they
need it.

Another risk is the potential for misalignment of interests between the private
equity firm and the company's management team. Private equity firms typically
aim to exit their investments within a few years, either through a sale or an initial
public offering (IPO). This short-term investment horizon may not align with the
long-term goals of the company's management team, which can lead to conflicts
and disagreements.

Furthermore, private equity investments require significant due diligence to
identify attractive investment opportunities and assess their potential risks.
Conducting thorough financial analysis, market research, and assessing the
management team's capabilities are crucial steps in the investment process. Lack



of proper due diligence can result in poor investment decisions and potential loss
of capital.

The Future of Private Equity

Private equity is a constantly evolving asset class, adapting to changing market
dynamics and investor demands. In recent years, we have witnessed the rise of
impact investing, where private equity firms aim to generate both financial returns
and positive social and environmental impact.

This shift towards impact investing reflects the growing awareness of sustainable
practices and the increasing demand for investments that align with investors'
values. Private equity firms are increasingly incorporating environmental, social,
and governance (ESG) considerations into their investment decisions, ensuring
that they invest in companies that are committed to sustainable growth and
responsible practices.

Additionally, the rise of technology and digitalization is transforming the private
equity industry. Private equity firms are leveraging advanced data analytics and
artificial intelligence to identify investment opportunities, streamline due diligence
processes, and enhance portfolio company performance. These technological
advancements are expected to drive further innovation and growth within the
private equity sector.

Private equity is a compelling asset class that offers the potential for high returns,
diversification, and the opportunity to actively drive value creation in portfolio
companies. However, it is important for investors to understand the risks and
challenges associated with private equity investments and conduct thorough due
diligence.



In The Wiley Finance Series, we explore the world of private equity, providing
readers with valuable insights, expert perspectives, and actionable strategies to
navigate the complexities of this asset class. Whether you are an investor,
entrepreneur, or financial professional, understanding private equity is essential
for building a successful investment portfolio.

So, are you ready to unlock the power of private equity?
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Unfairly reviled, and much misunderstood, private equity differs from all other
asset classes in various important respects, not least the way in which its fund
mechanisms operate, and the way in which its returns are recorded and
analysed. Sadly, high level asset allocation decisions are frequently made on the
basis of prejudice and misinformation, rather than a proper appreciation of the
facts.
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Guy Fraser-Sampson draws upon more than twenty years of experience of the
private equity industry to provide a practical guide to mastering the intricacies of
this highly specialist asset class. Aimed equally at investors, professionals and
business school students, it starts with such fundamental questions as ’what is
private equity?’ and progresses to detailed consideration of different types of
private equity activity such as venture capital and buyout.

Rapid and significant changes in the environment during the recent financial crisis
have prompted the need for a new edition. Separate chapters have been added
on growth and development capital, as well as secondary investing. Newly
emergent issues are considered, such as lengthening holding periods and the
possible threat of declining returns. Particular problems, such as the need to
distinguish between private equity and hedge funds, are addressed. The glossary
has also been expanded. In short, readers will find that this new edition takes
their understanding of the asset class to new heights.

Key points include:

A glossary of private equity terms

Venture capital

Buyout

Growth capital

Development capital

Secondary investing

Understanding private equity returns

Analysing funds and returns



How to plan a fund investment programme

Detailed discussion of industry performance figures
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